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Summary 

Until recently, the economy and labor market were experiencing an unusually slow recovery from 
the longest and deepest recession since the Great Depression compared to other expansions since 
World War 11. The rapid decline in the unemployment rate from 7.9% in January to 6.7% in 
December 2013 (where it remained in the first quarter of 2014) would seem to indicate that the 
labor market is returning to normal. The current unemployment rate is only 0.5 to 1.5 percentage 
points higher than the consensus range of full employment. 

Unusually, the unemployment rate may not currently be a good proxy for the overall state of the 
labor market or economy. Some of the decline in the unemployment rate in 2013 is attributable to 
a recovery in employment, but some is attributable to workers dropping out of the labor force. 

The labor force participation rate has continued to fall during the recovery and is at its lowest 
level since the 1970s. In fact, it has fallen more in the past five years than at any time since data 
have been collected. Studies have identified multiple reasons for the decline. Some workers have 
left the labor force because they have become discouraged and given up on seeking employment. 
Others have left for reasons stemming from long-term trends that are unrelated to the recession, 
such as age or enrollment in school or training. This trend could reverse — for example, more 
workers returned to the labor force than found j obs in the first quarter of 20 1 4, which prevented 
the unemployment rate from falling. 

Other evidence also points to more slack in the economy than the headline unemployment rate 
suggests. Economic output and employment have grown since mid-2009 and 2010, respectively, 
but at relatively sluggish rates. The long-term unemployment rate and youth unemployment rates 
have fallen only modestly since the recession ended and are still at historically high levels. 
Inflation has remained slightly lower than the Federal Reserve’s (Fed’s) goal of 2%. 

These other economic indicators could be sending a misleading signal about significant slack in 
the economy, however, if the economy’s potential capacity has been eroded by structural changes 
or by the length and depth of the Great Recession. Cyclical deterioration in the U.S. labor market 
is usually considered temporary — recessions are thought to have no lasting effect on overall 
employment and unemployment rates. This recession could cause a departure from conventional 
wisdom if labor market problems that started as cyclical persisted so long that they became 
structural. For example, long-term unemployment could have caused workers’ skills to erode, 
which would then prevent them from finding a job when the economy recovered. 

Congress conducts fiscal policy and oversees the Fed’s implementation of monetary policy, the 
two tools of macroeconomic stabilization. Policy makers are grappling with the transition from 
the highly expansionary monetary and fiscal policy put in place during the Great Recession. 

Many economists advocate reducing the budget deficit only when the economy is at or near full 
employment. Fikewise, the Fed has stated that it would begin to raise interest rates once the 
economy is near full employment. If the economy remains far from full employment, then 
declining unemployment would not yet call for a tightening of monetary and fiscal policy. 
Alternatively, if lower unemployment is being driven by a cyclical upswing and the economy is 
now closer to full employment than historical experience would predict, policy would likely need 
to be tightened sooner in order to avoid rising inflation. It would also suggest that structural 
policies (e.g., those that increase the incentives to hire, seek work, delay retirement, or train) 
would be more effective at improving labor market conditions than counter-cyclical monetary and 
fiscal policies. 
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T he unemployment rate declined markedly in 2013, to 6.7% in December from 7.9% in 
January, seeming to signal that the labor market is approaching full employment. Other 
economic and labor market indicators paint a more pessimistic picture, however. For 
example, the decline in the unemployment rate was caused in part by workers dropping out of the 
labor force. The labor force participation rate has fallen to under 63% at the end of 2013 from 
66% before the recession. Understanding this divergence is crucial for an accurate assessment of 
the current state of the economic recovery and of how close the economy is to full employment. 

This report analyzes recent trends in labor market indicators during the current economic 
recovery, with a particular focus on the contrast between the unemployment rate and other labor 
market indicators. 1 It reviews studies that have sought to determine how much of the decline in 
the labor force participation rate is caused by the recession and how much is caused by structural 
factors, such as the aging of the labor force. It then considers whether the economy might reach 
full employment at a higher rate of unemployment compared to recent expansions. 2 It concludes 
by analyzing the implications of these developments for macroeconomic stabilization policy, as 
policy makers grapple with the transition from the expansionary fiscal and monetary policy put in 
place during the “Great Recession.” If the labor market has experienced structural changes, it 
would also have implications for labor market and other microeconomic policies (e.g., spending 
or tax provisions that increase the incentives to hire, seek work, delay retirement, or train), which 
are beyond the scope of this report. 



Labor Market Conditions During the 
Great Recession and Current Recovery 



Contraction and Recovery in the Labor Market 
as Measured by Unemployment and Employment 

The most recent recession, often referred to as the Great Recession, caused the unemployment 
rate to rise to 10.0% in October 2009 from 4.4% in May 2007. 3 That increase was the largest 
since the Great Depression, and only the second time that unemployment has reached double 
digits since the Great Depression. 4 The recession caused the economy to move far below full 
employment. Full employment is the concept that all of the economy’s labor and capital resources 
are in use — there is little idle capacity and unemployment is at its natural rate (defined in the text 
box below). At its peak, the unemployment rate was 4.3 percentage points above the 
Congressional Budget Office’s (CBO’s) estimate of the natural rate of unemployment, the second 



1 For an overall analysis of the economic recovery, see CRS Report R41332, Economic Recovery: Sustaining U.S. 
Economic Growth in a Post-Crisis Economy, by Craig K. Elwell. 

2 This issue is analyzed in greater depth in CRS Report R41785, The Increase in Unemployment Since 2007: Is It 
Cyclical or Structural?, by Craig K. Elwell. 

3 Recessions are determined by the National Bureau of Economic Research. It defines a recession as “a significant 
decline in economic activity [that] spreads across the economy and can last from a few months to more than a year.” 
See National Bureau of Economic Research, Statement of the NBER Business Cycle Dating Committee on the 
Determination of the Dates of Turning Points in the U.S. Economy, webpage, http://www.nber.org/cycles/ 
general_statement . html . 

4 The first time was from 1982 to 1983, when unemployment peaked at 10.8%. 
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highest level reached since 1949. 5 The number of workers employed fell by 8.7 million during 
and after the recession, from a peak of 138.4 million in January 2008 to a low of 129.7 million in 
February 2010. 

What Is the Natural Rate of Unemployment? 

The unemployment rate follows a predictable cyclical pattern — it trends down when the economy is growing, and it 
trends up when the economy is in recession. It never reaches zero, however, as there will always be some people 
moving between jobs at any given time, even when the economy is booming. This has led economists to posit that 
there is a natural rate of unemployment that the economy gravitates to when the economy is at full employment. At any 
point in time, the actual unemployment rate consists of a cyclical component and the underlying natural rate. The 
unemployment rate may briefly decline below the natural rate, but economic theory predicts that this will trigger 
rising inflation, as it is indicative of an overheating economy. 6 

Because the natural rate of unemployment is a theoretical construct, it cannot be observed directly and must be 
inferred. Different economists have different estimates, but the consensus falls within a relatively narrow range. For 
example, the Federal Reserve governors and regional bank presidents estimate a natural rate of 5.2% to 6.0%. 7 CBO 
estimates that the natural rate has currently been elevated to 6.0%, but will eventually return to 5.5%. 8 In the FY20 1 5 
President’s budget, the Office of Management and Budget projected an unemployment rate of 5.4% in the out years of 
the budget window. (By comparison, the actual unemployment rate ranged from 4.4% to 4.7% at the end of the 
previous economic expansion.) The natural rate may vary over time, and the question of whether it has recently risen 
is discussed in the section below entitled “A Rising Natural Rate of Unemployment?” 

For background on the natural rate, see CRS Report RL3039I, Inflation and Unemployment: What is the Connection ?, by 
Brian W. Cashell. 



The unusually deep recession has been followed by an unusually slow recovery. Although the 
recession officially ended in June 2009, the unemployment rate continued to rise until October 
2009, and showed no marked decline until the second quarter of 2010. It has fallen in spurts 
since. Overall, the unemployment rate has fallen more gradually than in other recoveries since 
World War II. After 18 quarters of recovery and counting, the unemployment rate is still above 
what most economists believe to be the natural rate of unemployment. Only the 1980s recovery 
faced a comparably long return to full employment, nearing full employment after 19 quarters. 9 
And, because the unemployment rate was so high at its peak in the Great Recession and has fallen 
slowly, it has been at historically high levels for most of the recovery. In 2012, three years into 
the recovery, it averaged 8.1%, which was a higher unemployment rate than experienced during 
all except the two deepest recessions between 1948 and 2001. 

Another method to gauge the pace of labor market improvement is to count the number of months 
until total employment returned to its pre-recession peak level. In every recession since World 
War II through the 1990s, employment surpassed its previous peak in less than a year and a half. 
After the 2001 recession, it took over three years. After six years, employment today has still not 
returned to its peak level in January 2008 of 138.4 million workers. Since the non-elderly adult 
population is expanding by over one million each year, in order to return to full employment, the 
number of people employed should not only return to its former peak, but surpass it. One study 



5 CBO data available at http://cbo.gov/publication/45068. 

6 Therefore, economists sometimes refer to the natural rate as the non-accelerating inflation rate of unemployment 
(NAIRU) or the full employment rate of unemployment. 

7 Fed estimates are available at http://federalreserve.gov/monetarypolicy/files/fomcprojtabl20131218.pdf. 

8 CBO data available at http://cbo.gov/publication/45068. 

9 CRS calculations based on CBO data. 
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